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KEY ECONOMIC INDICATORS 


All values represent year-end levels and are in millions of 
U.S. dollars, unless otherwise indicated. 


Exchange Rate 

US$1.00 = C$10.00 (Official) 

US$1.00 = C$27.50 (Sale, Percent 
Parallel Market September 1982) Change 

US$1.00 = C$28.50 (Purchase, 1981 81/80 
Parallel Market September 1982) _ 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 

GDP at Constant (1980) Prices 
Per Capita GDP, Current Prices 
Gross Investment 


Indices: 


Industrial Production (Millions 
of 1958 Cordobas) 

Av. Industrial Wage Mfg/Monthly 

Labor Force - Manufacturing 

Unemployment Rate 


MONEY & PRICES 


Money Supply (M), December) 5,682 28.2 


Money Supply (Mo, December) 9,077 28.4 


Indices: 


Consumer Price Index (1974 = 100) 
Food Price Index 
GDP Price Deflator 


BALANCE OF PAYMENTS & TRADE 


Official Gold & For. Exc. Reserve 
(Gross December ) N.A. -- 
External Public Debt (December) 2,146 36.5 
Annual Debt Service 162 170.0 
Balance of Trade -449 -18.7 
Exports, FOB 501 iksi 
U.S. Share 27% -- 
Imports, FOB 919 14.5 
U.S. Share 25% -- 


N.A. Not available. 


Source: Ministry of Planning 





SUMMARY 


After two years of solid economic growth, the Nicaraguan economy 
now faces a decline in real income for calendar year 1982 and 
continued difficulties in 1983. Reasons for the decline range 
from the purely physical impact of natural disaster to the less 
quantifiable but nonetheless real effects of rapid social change 
and political uncertainty. These negative factors, combined with 
already weak international markets for Nicaragua's major export 
crops and the weakened state of the Central American Common Market, 
have posed intractable problems for the revolutionary Government 
of Nicaragua. These problems will not be resolved soon. 


The implications of these conditions for U.S. business are clear. 
Although the Government may issue a new investment law aimed at 
attracting private foreign investment, the economic and political 
climate for U.S. investors will remain negative. We expect to see 
little or no new U.S. investment in Nicaragua over the coming year. 
Trade with the U.S. will continue at levels near those of 1980 and 
1981. Large balance of payments deficits, increasing difficulties 
in financing those deficits, and the Government's preference for 
non-U.S. sources for imports, will reduce the attractiveness of 
the market and the ability of American firms to compete success- 
fully. There will probably be a small but measurable decline in 
the U.S. share of Nicaragua's market and some payments delays for 
those firms which are successful in maintaining their presence in 
the Nicaraguan market. 


CURRENT SITUATION AND TRENDS 


Two years of solid economic growth followed the economically disas- 
trous year of the’ 1979 Revolution. From the admittedly low base 
of 1979, the Nicaraguan economy grew an even ten percent in 1980 
and still achieved 8.9 percent growth in Gross Domestic Product 
(GDP) in 1981. That 1981 growth was based upon increased produc- 
tion of real goods, which was up 10.3 percent for the year. Agri- 
culture, the foundation of the Nicaraguan economy at over 29 percent 
of GDP, enjoyed 14.3 percent growth, while construction was up 34.8 
percent as the country struggled to replace the losses of the Revo- 
lution. Due in large part to inadequate investment immediately 
before and during the Revolution, production from the country's 
mines grew only 6.6 percent. Industrial production improved only 
2.8 percent because of wartime damage, financial difficulties, 
heavy management losses due to immigration, and the continued 
deterioration in the economies of Nicaragua's Central American 
trading partners. 


Services, which make up slightly more than half of GDP, grew 9.2 
percent in 1981. That growth was led by an 11.8 percent increase 
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in public administration and defense expenditures (which together 
constitute 29 percent of total services) and 16 percent growth in 
the much less important category of electric power, gas, and water 
output. 


According to official figures, national unemployment fell from 17.8 
percent in 1980 to a more acceptable 13.4 percent in 1981, while 

the economically active population increased from an index 114.3 

in 1980 (1976 = 100) to 119.2 in 1981. In absolute terms, employ- 
ment in Nicaragua last year was at its highest point since 1978. 
Again based on official data (measured from December to December), 
consumer prices increased 23.2 percent in 1981, down slightly from 
the previous year's 24.8 percent. Real GDP growth is apt to be 
slightly negative in 1982. Growth will be possible, but hard to 
achieve, in 1983. This year, the economy has struggled against 

the combined effects of poor international commodity prices, some- 
what lower assistance levels, and the loss of its traditional re- 
gional market for industrial products due to a general deterioration 
in neighboring country economies. Although gross investment (offi- 
cial and private) increased considerably in 1981, from $336 million 
in 1980 to $587 million last year, anti-private sector rhetoric and 
actions (including confiscations) from the GRN have held net private 
investment to near zero this year. The more immediate cause of this 
year's economic decline, however, has been natural disaster. 


After a somewhat slow beginning, the 1982 rainy season got off to 

a soggy start with a week of exceptionally heavy rains. The result- 
ing floods throughout the country's most heavily populated and most 
productive Pacific region caused losses in banana, rice, and cattle 
production and made reseeding necessary for a portion of the coun- 
try's basic grains. Direct flood damage to infrastructure were 
heavy, with the destruction of numerous small bridges, damage to 
many Pacific coast roads, and severe destruction to the country's 
Single rail line. GRN estimates of flood damage have continued to 
climb and have now reached over $350 million. 


Once the flooding ended, fields were reseeded and the country 
struggled to return to normal. Soon, however, the rains stopped 
completely in the region surrounding Leon. After almost six weeks 
of drought, the cotton crop had suffered heavy damage, basic grain 
production had been hurt and the yield on usually drought-resis- 
tant sorghum had declined. Primarily as a result of the drought, 
which compounded the country's substantial balance of payments 
difficulties, the GRN has now reduced its projection of GDP growth 
from about five percent to slightly above zero. In our view, the 
most likely outcome for 1982 will be a decline in real GDP in the 
range of three to five percent. Unemployment for the year will 
probably be above the 1981 level (13 percent), and inflation could 
increase from the 23 percent claimed last year to 30 to 35 percent 
in 1982. Assuming a more normal rainy season next year, agricul- 
tural production should go up in 1983, although exports will proba- 
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bly still be disappointing due to world market conditions. Indus- 
trial activity will remain depressed because of adverse economic 
conditions throughout the Central American region. There is unlike- 
ly to be any industrial growth. These foreign trade problems, 
compounded by continuing international assistance and credit short- 
ages and the effects of low private sector investment over the past 
four years, will keep: real growth at about five percent or less in 
1983. 


BALANCE OF PAYMENTS AND TRADE 


Like most developing countries, Nicaragua fuels its development by 
regularly importing more than it exports. For Nicaragua, 1981 was 
an example of both the positive and negative sides of its develop- 
mental process. Exports rose from $451 million in 1980 to $501 
million in 1981, while imports climbed from $803 to $919 million. 
The current account deficit of $516 million was financed by external 
capital flows, allowing the nearly nine percent growth in GDP. 
These capital flows were not, however, repeatable. Of the total 
official capital movement of $588 million, only $411 million were 
"normal." An additional $243 million moved as a result of a major 
debt renegotiation and will not again be available. Nicaragua 
therefore ended 1981 with a $58 million improvement in net foreign 
exchange reserves, but will have great difficulty in repeating the 
process in 1982 or future years. 


Since development depends upon imports, and imports depend in turn 
on both the level of exports and the amount of external finance 
available, an agricultural country must rely on good weather, 
favorable commodity prices, and a solid credit rating to achieve 
growth. In 1982, Nicaragua had none of these. 


Nicaragua's rapid succession of flood and drought has had a large, 
though still unmeasured, impact upon agricultural production. 
Cotton, sugar, meat, and probably banana output will be down. 
Exports of these products will be below expectations, particularly 
with the continued weakness in world commodity prices. Total 
exports will be below the level achieved in 1981. 


The other important determinant of import levels, net capital flows, 
will also be low. While there are no official projections for 1982 
assistance, available information suggests that capital flows will 
be in the range of $375 million, some $40 million below 1981. In 
addition, the positive flow attributed to debt renegotiation will 
not be repeated, leaving Nicaragua with about a $200 million gap 
needed to finance imports equal to those of 1981. 


In order to fill that $200 million gap, Nicaragua must find some 
combination of private and official creditors willing to risk such 
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an amount in today's economic climate. The search will be difficult. 
Any assessment of Nicaragua's credit worthiness must take into ac- 
count the country's existing debt. When the Revolutionary Govern- 
ment took power in 1979, it inherited a debt of approximately $1.7 
billion. Although that debt has since been renegotiated, at very 
soft terms, all prospective creditors realize that it must be repaid 
at some point, and will impose a severe strain when the five-year 
grace period comes to an end. In addition, the new Government has 
added over $800 million to the debt total in the intervening three 
years. Faced with such a heavy repayments burden, which together 
with POL import costs absorb essentially all the earnings of the 
country's agricultural exports, creditor caution is inevitable. We 
therefore expect little additional private credit during the re- 
mMainder of this year and only somewhat more in 1983. 


There is, however, a chance that additional funds will be forth- 
coming in the last months of 1982 to help fill Nicaragua's large 
balance of payments gap from public creditors such as the USSR, 
Libya, or perhaps, Mexico. To our knowledge, no such credits have 
yet been negotiated. In fact, even if the full amount is found 
from some still unknown source, there is little likelihood that 

the funds could have an impact on Nicaragua's productivity in 1982. 
Nicaragua will end 1982 with imports below those recorded last year 
and, as a result, will probably suffer a small (three to five per- 
cent) drop in real GDP. Because next year's output is partially 
dependent upon this year's imports, it is likely that increases in 
production will come largely in agriculture. In that case, GDP 
growth will be positive. 


CENTRAL GOVERNMENT BUDGET 


Details of Nicaragua's Central Government budget are unknown. Actual 
income and spending data for 1981 are still preliminary, while the 
proposed 1982 budget was drastically changed even before it was 
publicly available. According to preliminary official figures, 
current income in 1981 was 5,523 million cordobas, up 22 percent 
from 1980. Current spending jumped 37 percent, from 5,008 to 6,880 
million cordobas, leaving a current account budgetary deficit of 
1,357 million cordobas. Official capital investment rose almost 

19 percent, from 1,356 million cordobas in 1980 to 1,610 million in 
1981. The nearly three billion cordoba fiscal deficit was mainly 
financed from internal official borrowing (2,018 million cordobas, 
or 68 percent), and only 32 percent of the deficit was financed by 
external creditors. 


Initial 1982 budget figures assumed 6,923 million cordobas in cur- 
rent income, seven billion cordobas in current spending and 2,518 
million cordobas in official capital investment. The 2;595 mistidgon 
cordoba planned deficit was to be financed by 745 million cordobas 
in internal borrowing and 1,850 million cordobas in external budget 
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support. According to official information provided to the United 
Nations, the GRN substantially modified its budgetary plans to take 
into account the heavy capital costs of repairing damage from the 
May floods. Projected 1982 official income dropped slightly, from 
6,923 to 6,570 million cordobas, while current spending was projec- 
ted to rise seven percent, to 7,500 million cordobas. With these 
higher current account deficits and increased capital spending (2,940 
million cordobas versus the originally planned 2,518 million cordo- 
bas), the GRN now faces a 1982 fiscal deficit of 3,870 million cor- 
dobas (up nearly 50 percent from the original projection of 2,595 
million cordobas). The GRN hoped to finance its larger deficit 
through increased official credit creation (1,020 million cordobas 
versus the originally planned 745 million cordobas), and much heav- 
ier reliance on outside budget support (2,850 million cordobas ver- 
sus 1,850 million cordobas). There is no indication of how much 
external financing the GRN may be able to obtain to meet its budg- 
etary requirements. In all probability foreign assistance will be 
limited, and the GRN will not obtain enough external support to 
fully finance its 1982 budget deficit. Given a choice between major 
budgetary cutbacks and the alternative of (inflationary) heavy 
recourse to Central Bank borrowing, the GRN will probably have to 
cut back capital expenditures (primarily to those directly financed 
by official capital inflows). Borrowing from the Central Bank will 
probably be well above planned levels. The result could be a com- 
bination of higher inflation in late 1982 and 1983, plus some drop 
in 1983 production due to lost capital investment this year. 


INDUSTRIAL PRODUCTION AND NEW CONSTRUCTION 


Although Nicaraguan industry does serve important internal needs, 
industrial employment and output depend heavily upon the markets of 
surrounding countries. Those neighboring economies differ primarily 
in the degree to which they are suffering financial distress. The 
Central American Common Market (CACM), which for some years was the 
engine of growth for Central American industry, is now practically 
bankrupt. Even though substantial portions of Nicaraguan industry 
were destroyed during the violence of the 1979 Revolution, overall 
capacity utilization has dropped from about 70 percent in 1978 to 
perhaps 50 percent today. That low capacity utilization figure 
implies that industry requires fewer spare parts and raw materials 
imports than it would otherwise, and real foreign exchange needs 
are reduced. The second, less positive implication, however, is 
that much of Nicaragua's industry is operating at a substantial 
loss and that many jobs in the country depend upon official sub- 
sidy. Until the level of economic activity in the CACM improves 
(certainiy not this year or next), local industry will limp along. 
Only this week, the GRN first mentioned the likelihood that some 
factories would be closed. Whatever the political climate, private 
investment in industry will be minimal. Any new investment will 
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necessarily be aimed at extra-CACM markets and will probably also 
be in public, not private sector projects. 


Prospects for new construction are somewhat better than those for 
industry, but still are not strong. After achieving nearly 35 per- 
cent growth in 1981, the GRN is projecting ten percent growth in 
construction for 1982. Practically all that growth, if it is 
achieved, will be in public sector projects. Almost no privately 
financed housing is being constructed, few if any private commercial 
or industrial buildings are being put up, and Nicaragua's private 
construction companies are getting little new work. Barring a major 
turnaround in the country's political and economic climate, there 

is little prospect that this condition will change over the coming 
year. Depending in part on GRN willingness to incur further debt 

to its Central Bank, low income housing projects will probably con- 
tinue at 1981/1982 levels next year, but most other construction 
will be in infrastructure. Units of the GRN's Ministry of Construc- 
tion will be kept busy rebuilding roads and bridges damaged in the 
May floods, and will also work to complete penetration roads (al- 
ready in process) connecting the country's Pacific and Caribbean 
coasts. Otherwise, the construction industry will stay in the 
doldrums through 1983. 


IMPLICATIONS FOR THE UNITED STATES 


The outlook for U.S. investment and commercial sales to Nicaragua 
during the remainder of 1982 and 1983 is bleak. Investment pros- 
pects depend upon both a healthy market and a receptive political 
climate. Unfortunately, neither exists today in Nicaragua. Nicar- 
agua could greatly benefit from the Administration's proposed 
Caribbean Basin Initiative (CBI). Unfortunately, strongly anti- 
U.S. and anti-private sector official rhetoric is likely to push 
many prospective investors away from Nicaragua toward countries 
whose governments are more receptive to the benefits derived from 
foreign investment. This will be true regardless of whether the 
new foreign investment law is passed or not. While the GRN may 
change its public posture in order to reap the full benefits of the 
CBI, there have been few indications thus far of such a major switch. 


Opportunities for commercial sales are even more dependent than 
investment upon local market conditions. Although the Nicaraguan 
economy is in great need of the spare parts, raw materials and new 
technology available from U.S. companies, financing for such sales 
is in very short supply. In addition, the GRN is showing a ten- 
dency to look to non-U.S. sources for its purchases. Between these 
two negative influences, it is probable that U.S. exporters to 
Nicaragua will only be able to maintain the levels achieved in 1980 
and 1981 (measured in current dollars). U.S. sales in constant 
terms will probably drop, as will the overall U.S. market share. 


* U. S, GOVERNMENT PRINTING OFFICE : 1982--381-007/44 





